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SACRAMENTO UPDATE

This memorandum contains a report on the State’s potential borrowing of $2 billion in
property tax revenues from local governments, an update by the Legislative Analyst's
Office (LAO) regarding the State’s cash flow crisis, the State Controller's April cash flow
report, Federal notification that the State may be at risk of losing the Federal Medical
Assistance Percentage (FMAP) funding increase, a summary of a recent legislative
hearing on the swine flu outbreak, a pursuit of County position on a bill relating to rapid
HIV testing, the status of two County-supported bills, legislation of County-interest, and
a roster containing the status of all County-advocacy bills.

In addition, the Sacramento advocates report that the May Revision will be issued on
Thursday, May 14, 2009. It will have two parts, the first part is premised on passage of

the May 19, 2009 ballot propositions; and the second part _assumes that the
propositions fail.

Proposal to Borrow $2 Billion from Local Governments

On May 5, 2009, the Department of Finance (DOF) held a conference call with local
government agencies to inform them that if the Special Election ballot initiatives are
defeated, the Administration is considering borrowing over $2 billion from local
governments through the suspension of the Protection of Local Government Revenues
Act of 2004 (Proposition 1A). As previously reported, the FY 2009-10 State Budget Act
relies on the passage of three ballot measures which could provide the State $5.8 billion
in the next fiscal year. The measures are: 1) Proposition 1C which would allow the
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State to borrow $5 billion from future lottery profits; 2) Proposition 1D which would
redirect $608 million from Proposition 10 childhood development funds; and
3) Proposition 1E which would redirect $230 million from Mental Health Services
Act funds.

There are three other propositions which would not immediately affect the State budget.
They are Proposition 1A which would establish a State revenue limit; Proposition 1B
which would provide supplemental payments to education if Proposition 1A is
successful; and Proposition 1F which would ban salary increases for legislators and
State officers when the State has a budget deficit.

Pursuant to the provisions of Proposition 1A, starting this fiscal year, the State may
borrow up to 8 percent of the total amount of property tax revenues allocated among all
local agencies within a county upon the Governor's declaration of a severe fiscal
hardship and approval by a two-thirds vote of the Legislature. The State must repay
these funds within three years with interest. Borrowing can only take place twice in a
10-year period.

While DOF has indicated that it may borrow these funds, the State Constitution does not
specify how the loan would be allocated among counties, cities, special districts, and
redevelopment agencies. The California State Association of Counties (CSAC) is
analyzing the proposal and based on their preliminary review, the amount identified by
DOF appears to be overstated as property tax revenue collections throughout the State
have significantly declined over the past few years. However, based on FY 2007-08
property tax revenue collections, we estimate that at least $208 million in County
revenue would be at risk.

The California State Association of Counties has sent a letter to the Governor on behalf
of counties requesting that the suspension of Proposition 1A be removed as an option
to resolve the State’s Budget deficit.

Legislative Analyst’s Office — State Cash Flow Crisis Report

On May 7, 2009, the Legislative Analyst's Office (LAO) released its May 2009 update on
the State’s cash flow crisis which projects a dire cash flow situation for FY 2009-10.
According to the report, despite the enactment of the FY 2009-10 State Budget Act in
February, significant cash flow problems are anticipated for the summer and fall of 2009
due largely to two factors: 1) revenues are much lower than anticipated; and 2) most
State revenues are received in the second half of the fiscal year, while most State
expenses are paid in the first half.
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According to the LAO, the State’s economic and revenue picture continues to
deteriorate as evidenced by its March estimate of an $8 billion FY 2009-10 budget
shortfall and the State Controller's April report indicating that personal income tax
receipts are $1 billion short of estimates. In addition, the possible failure of the
May 19, 2009 Special Election ballot measures would potentially increase the State’s
cash flow pressures by an estimated $5.8 billion, thereby increasing the State’s
short-term borrowing to well over $20 billion in the next fiscal year. If this situation
develops, counties may face larger deferrals and longer delays in payments from
the State.

To address this situation, the LAO recommends that the Legislature:

e Focus in the coming weeks on reducing the State’s cash flow short-term
borrowing needs to under $10 billion;

e Act quickly to address the State’s Budget and cash flow challenges in order to
help the State Controller and the Treasurer access the short-term bond markets

beginning in July;

 Consider additional cash management measures, including possible additional
delays in scheduled payments and acceleration of receipt of lottery securitization
proceeds; and

e Be cautious about accepting Federal assistance for the State’s cash-flow
problems, especially given the strings that may be attached to such aid.

The complete LAO report is available at: hiip://www.lao.ca.gov/lacapp/

State Controller — April Cash Flow Report

On May 8, 2009, State Controller John Chiang released his monthly report detailing the
State’s cash balance, receipts and disbursements through the month of April.
Year-to-date State revenue is running $2.1 billion below estimates. The April personal
income tax receipts were $1.06 billion below budget estimates, and corporate taxes
were down an estimated $831 million. Significantly for counties, the Statewide sales tax
receipts were nearly 20 percent below estimates for the month.

Federal Medical Assistance Percentage

On May 7, 2009, CSAC advised counties that the State may be at risk of losing the
increased FMAP funding provided under the American Recovery and Reinvestment Act
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(ARRA) of 2009. The State Department of Health Care Services recently received a
notice from the Federal Centers for Medicare and Medicaid Services (CMS) that the
State is potentially out-of-compliance with ARRA requirements, which prohibit states
from increasing costs to counties.

The ARRA prohibits states from receiving the FMAP funding increase if the State
requires counties to pay a higher portion of the non-Federal share of Medicaid than the
percentage required on September 30, 2008. The CMS has determined that the State’s
action taken in the FY 2008-09 Special Session Budget Adjustment and FY 2009-10
State Budget to reduce its participation in In-Home Supportive Services (IHSS) wages
and benefits effective July 1, 2009, violates this provision because IHSS is a Medicaid
program. Therefore, the State would not be eligible for the FMAP increase and it would
be at risk of losing over $10 billion in increased FMAP funding.

If the State should restore participation in IHSS wages and benefits, there would be no
impact on the County because the County’s wage and benefits are below the level of
State participation in the IHSS program. However, the County could lose an estimated
$475.6 million in savings for the period from October 1, 2008 to December 31, 2010 if
State participation in IHSS wages is not restored. The State is appealing the CMS
opinion and considering potential options available depending on a final decision at the
Federal level.

Joint Hearing Held on the Swine Flu Outbreak

On April 30, 2009, a Joint Hearing of the Assembly and Senate Health Committees and
the Select Committee on Disaster and Emergency Preparedness was held to discuss
the recent outbreak of the swine flu, also referred to as H1N1, and California’s
preparedness to respond to the potential pandemic. Representatives from the State
Department of Public Health (SDPH), the California Hospital Association, the California
Primary Care Association, and the Health Officers Association of California were among
those who testified at the hearing.

Mr. Bruce Pomer, representing the Health Officers Association of California, urged State
lawmakers to work with the California Congressional Delegation to secure additional
funding for local public health departments, noting that their budgets are stretched thin
due to budget reductions at the State and local level. He reported that while resources
appear to be sufficient for now, many counties are expected to lay off public health
personnel in the next fiscal year. Mr. Pomer also indicated that providing community
outreach and education is labor intensive, and that additional funding is necessary to
retain the personnel to protect the public, especially if the virus continues to spread and
remains active for a protracted period.
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State Department of Public Health Chief Deputy Director, Dr. Bonnie Sorensen noted
that California is better prepared for this outbreak than many states because sufficient
medical supplies and antivirals have been purchased and stockpiled. She cautioned,
however, that depending on how much is used now, the State may not have enough
antivirals for next winter’s flu season.

A spokesperson for the California Primary Care Association indicated that community
clinics throughout the State have seen a 25 to 30 percent increase in patients in the last
week, and are having difficulty securing enough antivirals for their patients and
protective equipment for clinic workers. A representative of the California Hospital
Association urged more screening centers to be set up to relieve the burden on
emergency rooms, which have also seen a dramatic increase in patients.

Pursuit of County Position on Legislation

AB 221 (Portantino), as introduced on February 4, 2009, would permit an HIV
counselor to perform skin punctures for the purpose of drawing blood for HIV testing,
when authorized by a licensed physician, if the counselor: 1) works under the direction
of a licensed physician; and 2) has been trained in accordance with the requirements
established by SDPH by a licensed physician, clinical laboratory scientist, or bioanalyst.
AB 221 would exempt an HIV counselor from the requirement that an unlicensed person
performing skin punctures must be a certified Limited Phlebotomy Technician (LPT).

Existing State law permits the Office of AIDS in the SDPH to participate in a rapid HIV
test-research program conducted by the Federal Centers for Disease Control and
Prevention (CDC). Currently, HIV counselors trained by the Office of AIDS may perform
skin punctures to withdraw blood for test purposes only if the HIV counselor holds a
valid certification as an LPT, among other requirements. This requirement is unique to
California and does not conform with the existing CDC guidelines for HIV testing.

In a recent Assembly Health Committee report, the author indicates that AB 221 would
remove an unnecessary barrier to rapid HIV screening. The author notes that because
of its simplicity, safety, and ease of use, the skin puncture or finger stick technology
used in rapid HIV screening requires very little training. However, in order to perform a
finger stick, a person must be certified as a limited phlebotomist technician, which
requires the completion of 20 hours of training and 25 skin punctures in a clinical
setting. The author contends that the only training necessary for a finger stick rapid HIV
test is knowledge of universal precautions for infection control, which can be
accomplished in two hours of training. The remaining 18 hours of training are irrelevant
to the task of administering the HIV test and contribute to training costs of over $2,500
per counselor.
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The Department of Public Health (DPH) indicates that existing law hinders the ability of
community-based organizations to have their HIV testing counselors trained to do finger
stick rapid HIV testing. Consequently, many clinics must rely on the oral fluid rapid HIV
test exclusively, which results in substantially higher prices for the test kits and fewer
HIV tests performed. DPH notes that between 30,000 and 40,000 Californians are
estimated to be unaware that they are HIV positive, and are not receiving HIV
treatment, which jeopardizes their own health and contributes to the increased
incidence of HIV.

The Department of Public Health and this office support AB 221. Consistent with Board
policy to support proposals to increase access to sexually transmitted disease
prevention, screening, treatment, and surveillance activities, and legislation to allow
local health departments to train and monitor public health staff to perform phlebotomy
in field-based settings, the Sacramento advocates will support AB 221.

AB 221 is sponsored by the AIDS Healthcare Foundation and the San Francisco AIDS
Foundation. It is supported by the American Federation of State, County, and Municipal
Employees; California Communities United Institute; California Medical Association;
California Primary Care Association; the City and County of San Francisco; and
Planned Parenthood Affiliates of California. It is opposed by the California Nurses
Association/National Nurses Organizing Committee. AB 221 passed the Assembly
Appropriations Committee by a vote of 16 to 0 on May 6, 2009, and now proceeds to
the Assembly Floor.

Status of County-Advocacy Legislation

County-supported SB 797 (Pavley and Liu), which would enact the Toxin-Free
Toddlers and Babies Act by prohibiting the commercial manufacture, sale, or distribution
of specified products containing Bisphenol A at a level above 0.1 parts per billion, if the
product is intended primarily for children three years of age or younger, passed the
Senate Health Committee on April 29, 2009, by a vote of 6 to 2, and now proceeds to
the Senate Floor.

County-supported SBX3 26 (Alquist), as introduced on March 3, 2009, which would
have repealed Medi-Cal semi-annual reporting and reinstituted 12-month continuous
eligibility for children under 19 years of age, was amended on April 16, 2009 to delete
the Medi-Cal provisions. The bill now cites legislative intent to enact legislation to
implement the key provisions of the Federal Children’s Health Insurance Program
Reauthorization Act of 2009, and would, to the extent the Federal funding is available,
provide dental coverage for eligible children under the State’s Healthy Families
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Program. Therefore, the Sacramento advocates will remove support for SBX3 26
and take no position on the bill pending an analysis of these amendments.

Legislation of County-Interest

AB 155 (Mendoza), as amended on March 27, 2009, would require a local agency that
wishes to petition for Federal Chapter 9 bankruptcy protection to first seek the approval
of the California Debt and Investment Advisory Commission (CDIAC).

AB 155 places conditions on how and when a municipality could seek Chapter 9 relief.
Current law gives the municipalities statutory authority to file a bankruptcy petition
without pre-conditions. AB 155 requires approval by CDIAC as a prerequisite to filing
for such relief. The local agency must provide CDIAC with a proposed plan for
restructuring debt and other financial obligations to avert a fiscal crisis; an itemization of
creditors that may be impaired or may seek damages as a result of the proposed
restructuring; and any supporting documentation that the local agency deems
appropriate, or is requested by CDIAC. After receiving this information, CDIAC will
evaluate the local agency’s fiscal condition, and it may recommend actions by the local
agency to avert fiscal insolvency, or impose terms and conditions on the local agency
before giving approval to seek bankruptcy protection. :

The CDIAC is under the purview of the State Treasurer and collects information on
municipal finance, conducts research, and provides technical assistance to local public
agencies. CDIAC’s Board of nine members is comprised of the State Treasurer as
Chair, the State Controller, the Governor, two members each from the Assembly and
the Senate, and two local government representatives with expertise in debt issuance
who are appointed by the State Treasurer.

AB 155 is the result of a recent bankruptcy filing by the City of Vallejo in 2008, where a
Federal judge ruled that the city’s labor contracts could be overturned in light of the
city’s fiscal needs. Many unions are concerned that municipalities may elect bankruptcy
to gain leverage to renegotiate union contracts.

The legislation is sponsored by the California Professional Firefighters and supported by
numerous unions and public employee associations, including the American Federation
of State, County, and Municipal Employees; Association for Los Angeles Deputy
Sheriffs; California Nurses Association; Los Angeles County Probation Officers Union;
and the Service Employees International Union.

The bill is opposed by the California State Association of Counties; the League of
California Cities; the Urban Counties Caucus; the Regional Council of Rural Counties;
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the California Special Districts Association; and many other local governments. CSAC
notes in its letter of opposition, that the legislation does not set a time frame within
which CDIAC is to complete its audit, and that the process could be lengthy thereby
extending the time within which the local agency must continue to meet its financial
obligations regardless of its fiscal capacity. According to CSAC, the principal benefit of
Federal bankruptcy proceedings is the automatic stay of financial obligations which
allows a debtor some time to develop a debt readjustment plan.

AB 155 was placed on the Assembly Appropriations Committee Suspense File on
May 6, 2009.

Master Bill List

A roster containing the status of all bills with a County-advocacy position is attached.

We will continue to keep you advised.

WTF:GK
MAL:MR:IGEA:sb

Attachment

c: All Department Heads
Legislative Strategist
Local 721
Coalition of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
City Managers Associations
Buddy Program Participants
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